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ABSTRACT 

Voluntary initiative and voluntary support Lave been 
of fundamental importance in the establishment and development of the 
system of higher education in the D,S, Much of the superior quality 
of higher education is due to its diversity and its freedom from 
outside control. Voluntary financial support is one of the vital 
factors responsible for the independence of educational institutions, 
public and private alike. Voluntarism is now being challenged through 
the consideration of several proposals for changing the present tax 
treatment of private philanthropy. Those who advocate such changes do 
so in part on grounds of political philosophy and in part on grounds 
of equity. Some argue that the contributions' deduction encourages 
taxpayers to spend money that rightfully belongs to the public 
treasury, and others hold that the benefits of the deduction favor 
the wealthy vis-a-vis all other taxpayers. Voluntarism should be 
encouraged. Philanthropy has served as an effective instrument of 
public policy in channeling private funds to education and has helped 
to preserve the pluralistic society that is so greatly valued in the 
0,S, It is imperative that voluntary support should continue to be 
encouraged by public policy, and that the provisions of the tax 
incentives should be maintained and strengthened, (Author/PG) 
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Synopsis 



Tlif voluntary contribution of time, eflort. and moncv is one of tli<? liallniarks of 
American society. Tin's concept, wliicli stands in opposition to an exclusive reliance 
on government for the achievement of social goals, has been vital in the establish- 
ment and preservation of many treasured American institution^;. 

In particular, voluntary initiative and voluntary su]iport have been of funda- 
mental importance in the establishment and devclopiuent of the svstem of higher 
education in the United States. Much ol the superior quality of higjier education is 
due to its di\ ersity and its freedom born outside control. X'oluntary financial support 
is one of the vital factors responsible for the independence of educational institu- 
tions, public and private alike. 

However, voluntarism is now being challenged through the consideration of 
several proposals for changing the present tax treatment of private philanthropy. 
Those who advocate such changes do so in part on grounds of political philosophy 
and in part on grounds of equity. Some argue that the contributions deduction en- 
courages taxpayers to spend money that rightfully belongs to the public treasurv, 
and others hold that the "benefits" of the deduclion favor the wealthy vis-a-vis all 
other taxpayers. 

Tlie first of these viens is contrary to the fundamental beliefs which gave rise 
to the system of \ oluntary action for the ]Mjblic good; the second argument reflects 
a misinterpretation of the oj^eration of the tax incentives for educational and chari- 
table contributions and a lack of understanding of who it, is that benefits from such 
voluntary gi\'ing. 

Among the proposals for altering the tax treatment of charitable gifts are: 

1. a reduction in tlic contribution deduction for gifts of appreciated property, 

2. a liinitation on the estate tax charitable deduction, 

3. a minimum income tax that efiectively reduces the maximum contributions 
deduction (and in some cases eliminates it en^irely ) for certain high-income 
taxpayers. 

Altliough these proposals are ad\'anced in the name of greater tax equity, their 
principal effect would be not to enhance tax equity bnt to reduce the flow of volun- 
tary philanthropy. 

The importance of tax incenti\ es in the growth of voluntary support of higher 
education is indicated by the historical record. Private gilts and grants to colleges 
and universities increased from S23 million in l9('/fJ-l() to more than S2 billion in 
1971-72. The initial upsurge in educational philanthropy prior to 1929-30 coincided 
with the adoj^tion of the income tax and the charitable contributions deduction, and 
the extraordinary growth since 1939-40 has taken place against a background of 
relatively high tax rates. 

Since 1965-66 the rate of growth of voluntary support has been only about half 
the prior jiostwar level. The upw ard push on iristitutional costs from inflation and 
growing enrollment has been greater in the last six years than previously; this in 
combination with a slowing of income growth lias produced a widespread financial 
crisis among colleges and universities. The proposals for tax reform, therefore, 



would he seriously damaging to higher education since the need now is for more 
private support, not less, 

Vohmtarism should he encouraged, not discouraged. Philanthroj:))' has served 
as an effective instrument of puhlic policy in channelling private funds to education 
and other desirable areas, and it has helped to preserve the phiralistic society that 
is so greatly valued in the United States. Any decrease in the tax incentives for chari- 
table giving will lead to reduced private support of tlie institutions of higher educa- 
tion, thus endangering their solvency and their capacity to serve society. The sub- 
stitution of additional go\'emment appropriations for philanthropic support is both 
unlikely and undesirable. Reliance on piililic funding for a disproportionate share 
of academic income would weaken the values inherent in diversity, jeopardize the 
freedom and independence of tfie institutions of higher education, ancl attenuate 
the quality and effectiveness of educational programs. 

The achievements of higher education in contriljuting to the progress and u'cl- 
fare of American society have been made possible in large part bv tlu* Noluntary 
initiatives of countless individuals who have given their money to support the col- 
leges of their choice. It is imperative that voluntary support should contimie to Le 
encouraged by public policy, and tliat the provisions of the Internal Revenue Code 
which provide tax incentives for such support should be maintained and 
strengthened. 
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I. The Challenge to Voluntarism Summarized 



One of the characteristics of American .society tl)at has so clearlv distinguished it 
from other societies is its rehance on individual iniliatixe and vohuitary action in 
the achievement of national goals. Unlike the autocratic societies of the past and the 
collectixe societies of the present, in which a central authority makes all the deci- 
sions that relate to ends and means, .\merican society lias held fast to the notion that 
it is the aggregate of its citizens, functioning individually and cooperatively, that 
determine ol)jecti\'es and tlie appropriate ways for reaching them. This character- 
istic, the propensity (or \'oluntary responsibilitv and voluntary action, has never 
quite been matched hy any other socictv in modern times. 

Vohmtary responsibility and \'oluntary action inevitablv include the practice 
of free-will givir.g to charitiihle endeavors in response to perceived need. Vohmta- 
mm in this sense has become a basic part of American heritage and the American 
system of free enterprise, and like that heritage and that system it is uniquely Amer- 
ican. In no other country has voluntarism taken root and flourished as it has in the 
United States; in no other country has private philanthropy for the public good be- 
come such a vital part of the national cuHure and such a deeply-ingrained custom 
as it has in the United States. 

As with other elements of culture and other customs, tliere is a tendency to 
take voluntarism for granted and to forget the fact that it has been at the foundation 
of many of the* country's most important and wdued institutions. Voluntarism has 
l)een responsible for the creation and maintenance of churches, schools, colleges, 
hospitals, libraries, museums, and tlie performing arts; voluntarism has given rise 
to the private health and welfare systems and many other functions and services 
that are nowvsi»ch an integral part of American civilization and cuUure. 

Tax Reform and Charitable Gifts 

Despite its obvious contributions to this country's growth and greatness, this unique 
system or voluntarism is now being challenged throxigh se\'era! proposals for '*tax 
reform*' whiclr would fundamentally alter the tax treatment of charitable gifts and 
contributions. These proposals woukl, in effect, penaii/e those who voluntarily sup- 
port education and other philanthropic activities. As Dr, Jonas Salk, of polio vaccine 
fame, stated recently in testimony before the House Ways and Means Committee, 

. . / come before you... as a scientist it ho has been enabled throuf^h the Amer- 
ican stjste??i of private philanthropy to carry out his u ork in a manner that 
u ould not Jiavc been possible had this system not existed. A rather paradoxical 
situation is developing in which the system that has been responsible for the 
success of tliis country in the n ar against disease is in the process of being weak- 
ened and destroyed*' . . .''The paradox to which I, refer is the contemplation of 
legislation to reduce incentive [for private giving] at a time when Federal fund- 
ing . . .is being diminished." 

Voluntarism, as a part of the American free enterprise system, now involves 
in one way or another the wealth, the interest, and the personal ser\ice of over 70 



million peopkv Although it dexeloped long before the Federal ineome. gift, and 
estate taxes eaino into being, it has for more than a half a eentury been stimulated 
and encouraged by those pro\'isions ol the tux la\^'s whieh cxplieitlv rceogni/x* that 
the donor makes a jiersonal saerifiee and contributes to the general w elfare when 
he provides financial support to the philantiiropy of his clioicc. In enacting these 
provisions, the Congress took into account the incentive effects on N oluntary giving 
and endorsed the view that the citi/en has an obligation to support charitable, reU- 
gious, and educational causes. As they are now written, the tux laws do not bestow 
y financial benefits on the do?iors of voluntary funds, rather they eliminate some 
1 the penalties which would otherwise bear on philarithropically-minded taxpayers. 

As Xonnan A, Sugarnian, a prix ate attornc)' and former official of the Int( rnal 
Revenue Service, said in his testimony to the House Ways and Means Cor.anittee 
on behalf of the Council of Jewish Federations and \\'elfare Funds, "Charity is not 
a loophole. Charitable contributions are \'oluntary and discretionary, and should 
not he hnnped with other deductions with which they ha\'c no relationship in regard 
to character or ]X)licy." "Thr' need exists," he continued, "for greater participation, 
at all levels, in the support of voluntary philanthropy. The tax laws should encour- 
age all people to meet this need rather than discourage their support of voluntary 
philanthropy," 



The Basis for the Challenge 

The attack on voluntiiri-im comes from a number of sources, the most important of 
which are those who object to the tax treatment of philanthropy on grounds of poli- 
tical philoso]')hy. They view the tax sa\ ings in\'ol\ ed in the contributions deduction 
as an expenditure of what would otherwise be public revenue, without the appro- 
priate legislati\e de/xite and administrati\'e control. Under the existing law, it is 
said, the taxpayers may spend funds that rightly belong to the public treasury, and 
this enables individuals and corporations to direct the use of "public" funds accord- 
ing to their own inclinations, preferences, or whims, and often in ways that are 
inconsistent with national priorities. As such, this argument reflects die belief tl)at 
all functions and ser\*ices that are in some sense 'public ' should be carried out by 
government, a view that runs counter to the fundamental philosophy which gave 
rise to and fostered the concept of voluntarism. 

There are others who have attacked voluntarism indirectly, and often uninten- 
tionally, in the mistaken belief that a taxpayer derives some financial benefit from 
the provisions which encourage philanthropic gi\*ing, and that the size of the bene- 
fit is greater for wealthy persons than it (s for those in the middle and lower income 
brackets. This \'iew reflects the notion that while it is equitable to tax increasing in- 
comes at increasing rates, it is somehow inequitable to allow a commensurate tax 
reduction for that part of income gi\'en to charity. 

Some are simply unaware or unconvinced of the vast and irreversible changes 
to American culture and li\ ing patterns that would occur if the traditions of \'olun- 
tarisni were to be weakened or eliminated. Others, in their zeal for additional Fed- 
eral and state funding for vital programs, have lost sight of the crucially important 
role of pri\ate giving in the maintenance of a free society. Whatever the views of 
those who acti\ely seek to change the tax treatment of philanthropic giving, or of 
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tliose who would passively allow such changes to occur, the net result of these tax 
proposals, if enacted, would he catastrophic for American social organization and 
life. The voluntary society as it is known toda)' might well disappear. In its place 
would arise an expansion in the power and responsibility of government, an increas- 
ing centralization of authority, and a further enlargement of bureaucratic control 
over many elements of social activity. 

It is clear that changes in the tax laws affecting the incentives for voluntary giv- 
ing would have an impact far beyond the flow of philanthropic funds between indi- 
viduals and corporations on the one hand and the legion of voluntary agc^ 'es, 
organi/a[ioiJs, and institutions on the other. Although total giving in 1972 is 
estimated to have exceeded $22 billion, of which $2.02 billion went to higher educa- 
tion, these figures represent only the contributions of money and property. Great 
numbers of people, 70 million or more, give of their energy and time, as well as their 
money, on behalf of human needs. Volunteer service is often inspired by and tied 
to tJie financial support provided by individual and corporate donors. The dolliu 
value of these volunteer services is incalculable. It follows, therefore, that the dis- 
couragement of charitable contributions could have a chilling effect upon all aspects 
of voluntarism. 

The Congress has, for more than 50 years, provided a succession of new provi- 
sions in the tax laws aimed at giving further encouragement to private philanthropy 
for the public good. The Administration has endorsed the view that these provisions 
should not now be replaced by deterrents to voluntary giving. In a statement pre- 
sented to the House Ways and Means Committee on April 30, 1973, George P. 
Schultz, Secretary of the Treasury, said: 

'We urge thai you do nothing ichich will jeopardize the vitaUiy of our volun- 
tary charities, u:hich depend heavily on f^ifts and bequests. These organizations 
are an important influence for diversity and a huhcark against over-reliance on 
big government. The tax privileges extended to these institutions were purged 
of abuse in 1969, and tee believe the existing deductions for charitable gifts and 
bequests are an appropriate tvay to encourage these institutions. We believe 
the public accepts them as fair.** 

Voluntarism and Higher Education 

Although \ oluntarism impinges upon nearly every field of human endeavor, it has 
been, and is, pjuticularly appHcable and especially important to higher education. 
Voluntary action was chiefly responsible for the establishment of almost all Ameri- 
can colleges and universities until the Civil War. In the last hundred years volun- 
tary action and voluntary support preserved, maintained, and strengthened both 
private and public institutions of higher education. And voluntary financial support 
currently provides a vital part of the critical resources that are needed by all colleges 
and universities in the United States. This source of funds has been a major factor 
in the development of American higher education and in elevating it to a position 
of excellence. 

The Committee for Economic Development, in a recent policy statement^ 

J The Stanagemvni and Financing of CoUcges, New York» \*Y., Octobe' 1973. 




noted that . . the flow of private support is essential to the diversity^ strength, and 
vitality of the nation's colleges and universities. It provides a means of achieving 
the Iiigh degree of independence and freedom indispensable to the attainment and 
preservation of superior quality in education. We therefore conclude that the en- 
couragement of private support is very much in the national interest." The state- 
ment concluded with the following recommendation: "We urge that the existing 
tax incentives for voluntary support of higher education be maintained and, to the 
extent not incompatible with other objectives, expanded in order to strengthen the 
base of financial support of all colleges and universities/* 

In view of the historical relationship between volunt irism and higher educa- 
tion, and because of the importance of voluntary support to colleges and universities 
and their students, the current proposals for revising the provisions of the lax Laws 
that affect the contributions deduction are potentially of fav-reaching consequence 
to higher education and to American society. 
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II. How Proposed Tax Reform Threatens 
Voluntarism, Particularly with Respect 
to Higher Education 



It is clear that the long-standing public policy of encouraging private philanthropy 
through tax incentives is now being seriously questioned, and that some of the pro- 
visions of the tax laws which give expression to this policy are in danger of being 
modified or eliminated. Many proposals have been put forth for changing the pro- 
visions of the present law regarding the tax treatment of charitable gifts, and some 
of these proposals have been embodied in proposed legislation. These developments 
merit close scrutiny. 

Tax Complexity and Equity 

Tlie history of the Internal Revenue Code is one of increasing complexity. The Act 
of 1954, as amended to include 1972 legislation, is a ponderous document. Its pro- 
visions deal with income taxes, employment taxes, estate and gift taxes, excise taxes, 
; .nd many questions of administration and procedure. Scattered throughout the 
Code are innumerable definitions and cross-references, the principal purpose of 
which is to make the law as precise as possible in the context of the complexities of 
modern economic life. As written, the Code is now so long and complicated that it 
is doubtful whether any one human being could comprehend it fully. 

The increase in the complexity of the Code reflects the social, political, and 
economic changes that hav^ taken place since the Sixteenth Amendment was 
adopted in 1913. The income tax itself was initially adopted as a means of securing 
an adequate revenue for the Federal government, and it reflected a widely-held 
belief that "income" was an appropriate measure of the taxpayer's ability to pay. 
The approach to income taxation, however, recognized that the tax should not be 
applied to gross income, but to some concept of taxable income which allows for 
certain exclusions and deductions. As time passed, the definition of income itself 
became increasingly complex, and the exclusions and deductions were re-defined 
and enlarged in order to provide fully for tlie special circumstances aflFecting vari- 
ous groups of taxpayers. Many other provisions were added to implement particulai 
public policies that had nothing whatever to do with taxation as a means of obtain- 
uig revenue. 

A disproportionate part of the complexity of the Code is contained in the legis- 
lation that was enacted after 1939, the reason being that tax rates, which had been 
relatively low, were sharply increased during the early forties. The continuation of 
relatively high rates in the post-war years generated urgent concerns with the 
question of tax equity. Taxpayers* incentives to minimize their taxes also gave rise 
to numerous tax avoidance arrangements, many of which became the subjects of 
tax revision because of the undesirable features involved and the amounts of in- 
come that were escaping taxation. 
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Tax Simplification and Reform 



The increase in the complexity of the Code and the proliferation of special provi- 
sions ultimately generated interest in tax simplification and tax reform. In the late 
sixties, for example, it became known that a number of high-income persons had 
so arranged their affairs that thoy paid little or no tax; in some cases this resulted 
from the fact that the income was derived from tax-exempt sources, in <other cases 
the taxpayers had Qualified for the unlimited charitable deduction and h;;.d made 
"ufficicnt contributions that no taxable income remained, and in yet other cases 
Jicr special provisions of the tax law were involved. In addition, many specialists 
in tax law and tax policy recommended simplifying and restructuring many of the 
complex provisions of the Code. 

Public interest in an overhaul of the tax structure, and the concerns of legisla- 
tors with respect to the questions of tax abuse, tax complexity, and tax equity, ulti- 
mately led to a major effort at tax reform in 1969. Even though the Tax Reform Act 
of 1969 did make a number of significant changes in some of the key pro\'i.sions of 
the Code, it did not materially revise the structure of the law. Indeed, it made the 
law even more complex through the addition of special provisions relating to pri- 
vate foundations and the creation of new forms of preferential income subject to 
differential tax treatment. Interest in the question of tax reform did not diminish 
as a result of this Act; on the contrary, tax critics advocated even more strongly the 
need for a thorough overhaul of the entire tax system. 

The Views of the Tax Critics 

In its broadest form, the attack on the charitable contributions deduction and 
other provisions of the Code is part of a general objection to the use of tiix incentives 
to implement Vaiious elements of public policy. The argument is that all the special 
exemptions, ^^eductions, and tax credits, including the provisions relating to chari- 
table giving, are really nothing more than government subsidies of certain activities 
which are determined outside the normal appropriations process. Some $60 billion 
in such "tax expenditures" were identified in fiscal year 1971, including $3.75 billion 
due to the deductibility of charitable contributions. 

In weighing tax expenditures versus direct budget appropriations, the tax cri- 
tics contend, among other things, that tax incenti\'es permit windfalls by paying 
taxpayers for doing what they would do anyway, and that tax incentives are in- 
equitable in that they are worth more to the high-income taxpayer than the low- 
income taxpayer. These objections have become most appealing, and the charitable 
contributions deduction has been attacked principally on these grounds. 

Most of the tax critics regard the special income exclusions, the preferential 
forms of income, and the personal deductions as "loopholes'* through which some 
persons manage to avoid paying their "fair share" of taxes. In this context, the chari- 
table contributions deduction, and particularly the provisions regarding gifts of 
appreciated property, is typically attacked as a "loophole" on the grounds that the 
deduction bestows an economic benefit on high-income taxpayers that exceeds the 
benefit a\'ailable to low-income taxpayers. They would advocate, as an alternative, 
either a system of Federal matching grants in which the amount of the matching 
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payment would be independent of the taxpayer s tax rate, or a system of tax credits 
in which the amount of the credit would he equal for all taxpayers. 

The arguments advanced by the tax reformers rest on a premise that does not 
accord with the traditional political philosophy of American society. They view any 
exclusion from income taxation, and particularly the personal deduction for chari- 
table gifts, as though it were a largesse bestowed on the taxpayer by the govCi'nment 
for doing something that is largely a matter of personal choice. They argue that this 
"special favor" is unwarranted as a matter of propriety and equity. Thev view phil- 
anthropic gifts as a form of discretionary spending, like other personal consumption 
outlays, to be made out of income remaining after taxes. On this interpretation, no 
taxpayer should have the privilege of making a charitable gift, tax-free, 

That this view is contrary to the traditional American concept, which holds that 
a person should not be taxed on that part of his income given fpr philanthropic pur- 
poses, is amply demonstrated by the continuity of past legislation reaffirming and 
expanding the tax incentive for charitable giving. 

Tax Reform Proposals in 1972 

Congressional interest in tax reform beyond the 1969 Act has been evidenced re- 
peatedly since late 1971. The tax reform issue reached a peak during the 1972 elec- 
tions; the platforms of ijoth major political parties contained strong statements 
favoring tax equity and tax simplification. Many candidates took positive positions 
on the tax reform issue as a matter of high priority, and have since urged many 
specific revisions in the Code. Some of the proposals affecting the charitable con- 
tributions deduction are identical to those considered and rejected during the de- 
bates on the Tax Reform Act of 1969. 

Tlie character of the concern in tlie Congress over the question of tax reform 
is illustrated by some of the bills introduced during 1972. No action was taken on 
any of these bills by the 92nd Congress, and indeed many of them appear to have 
been "trial l)alloons" to test the determination of those who advocated sweeping 
tax reforms. However, they serve to indicate the character of the revisions that 
could conceivably emerge in 1974. 

The Mills-MatisfchI Bill- grouped 54 tax preference provisions, including the 
charitable conti'ibutions deduction, into three classes for outright repeal over a 
three-year period. It would then have been necessary for the Congress to re-enact 
them, with or without modification, or to let them remain repealed. The pupose of 
this action was to force a complete legislative review of these provisions in a syste- 
matic and orderly manner. 

The Vlhuan BiW'^ would have recjuired the W^iys and Means Committee to 
review these same 54 items, half during 1973 iuid half during 1974, and to recom- 
mend new legislation modifying or repealing them as its study might indicate. 

'^he Nelson Bill^ was much more specific in its suggestions for tax reform. In 
addition to many other provisions, it would have reduced the deduction for chari- 

- The Tax Policy Review Bill, HR 15230, sponsored jointly by Rep. Wilbur Mills (D-Ark,), chaimian of the 
House Ways and .\Jcans Coniitnttec, and Senate Nfajorit>' Leader Mike ^^ansfieId (O-.Nlont, ), 

HR 15360, sponsored by Kep. Al UUman (D-Ore. ) member of the House Ways and Means Committee. 

•1 The Tax Reform Ac* of 1972, S 3378. sponsored by Sen. Gaylord Nelson (D.Wis. ) and 11 other prominent 
Democratic senators. A companion bill was introduced in the House by Rep. Henry S, Reuss (D.Wis.) and co- 
sponsored by 24 rejjresentatives. 
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table gifts of long-term appreciated property hv one-half the a]i]in ciation. made 
the allowable deduction for such gifts a part of ta-Vv preference income, and limited 
the estate tax charitable deduction to 50^' of the adjusted gross estate. 

The Cormau Bill'' contained most of the s]K'cilic reform measures i^roposi^l in 
the Nelson Bill, and in addition contained the 3^r "threshokV* proN'ision; that is, char- 
itable deductions would be allowed only to the extent that they exceed 3V of ad- 
justed gross income. Also, charitable bequests to or for the use of agencies outside* 
the United States would no longer be deductible for estate tax jmrposes. 

Other proposals for tax reform would luue had an indirect im]^act on the o\wx- 
ation of the contributions deduction. One such proposal would have put a limit on 
the total of items designated as "tax preferences." To the extent that any part of 
charitable contributions, such as gifts of appreciated property, might be so desig- 
nated, then the limitation would have the elfect of reducing the tax incentive for 
charitable giving in those cases where taxpayers had large amounts of other tax 
preference income. Another proposal would have taxed the unrealized apprecia- 
tion on any capital gain property at the time of death, thus reducing the si/e of 
many estates which are destined in whole, or a.s residual bequests, Jo charitable 
recipients. 

It is clear that these proposals, if enacted, would have a negative elfect on phil- 
anthropic giving. Indeed, the uncertainty with regard to the future of the contri- 
butions deduction itself, which arose as a result of .some of the proposed legislation, 
did ha\'e a damaging elfect because of doubt as to the continr^cd existence of the 
five-year carryover provision. 

Congressional Interest in Tax Reform in 1973-74 

Although no action was taken on any of the bills which surfaced in the Congress 
in 1972, the question of tax reform and tax simplification carried over the year- end 
as a legislative issue of high priority. Some of the changes embodied in the 1972 
proposals were reintroduced early in the first session of the 93rd Congress, and 
many Congres.smen continued to be highly vocal in their insistence on far-reaching 
changes in the existing law\ As it had previously announced, the House Wwys and 
Means Committee held public hearings on the subject of tax reform during the 
spring of 1973. Although these hearings encompassed all areas of the Internal Reve- 
nue Code, the Committee expressed particular interest in 20 major subjects, includ- 
ing estate and gift tax re\ision . . changes in the unlimited charitable deduc- 
tion . . and the income tax treatment of foundations and charitable contributions. 

llie Ways and Means Committee has since turned its attention to other sub- 
jects. However, it seems clear that it will return to the question of tax refomi early 
in 1974 and that there will be some changes in the tax laws before the Congressional 
elections in the fall of 1974. It is possible that the proposals for change will receive 
a more thorough airing than has been usual for tax legislation, because the "closed 
rule", under which no amendments are permitted to tax bills on the floor of the 
House, may be relaxed for the first time in many years. The debate on tax reform, 
therefore, may he very much in the public eye. 

6 HR 11058, JIR 11862, and HR 11863, introduced by Rep. James C. Comian ( D.-Calii. ), member of the 
House Ways and Means Coimnittee, and co-sponsored by 25 representatives. 
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During the course of the hearings on tax reform, in April, 1973, die existing 
provisions of the law with respect to philanthropic giving were defended vigwously 
by many eminent persons speaking on behalf of the voluntary sector. In the light 
of previous indications of Congressional interest, the greatest emphasis was given 
to proposed changes in the income tax treatment of gifts of appreciated property 
and the estate tax treatment of charitable bequests. Both of these subjects merit 
close examination, in part because they have been singled out by tax critics as pro- 
visions for which reform is most urgent and necessary, and in part because they 
affect such a large part of the flow of voluntary support to the institutions of higher 
education. 

Gifts of Appreciated Property 

Under the present law, a taxpayer may make a charitable gift in the form of pn^ 
erty other than cash. If the property is a capital asset (other than inventory) that 
the taxpayer has held for more than six months, then he may claim the fair market 
value of the gift for his contributions deduction, even if the property has a fair 
market value in excess of its cost (or other tax 'liasis''). This is a typical situatim 
in instances where charitable gifts of a substantial size are involved. And such gifts, 
although small in number, represent a very significant share of the total amount of 
individual giving, particularly in support of higher education, as will be shown 
below. 

According to the critics, the tax treatment of gifts of appreciated p^perty to 
charity constitutes a particularly egregious inequity in the tax law. The Idleged in- 
equity arises from the belief that the taxpayers who have appreciated property, and 
who are thus in a position to take advantage of this option, are those in the top in- 
come brackets. These individuals, it is said, not only get the lyenebC of a reduction 
in taxes on their ordinary incomes, which is taxed at the highest end of the rate 
structure, they also avoid paying taxes on the capital gains which would have been 
due if they had sold their properties instead of given them to charity. Further, it 
is claimed that in practice such gifts typically involve property for which the tax 
basis (or cost) is very low, perhaps even zero, and that in such cases it is possible 
''to make money by giving it away." 

The question is a matter of fundamental importance to the entire voluntary 
sector and especially to higher education. There are really two separate issues in- 
volved, ( 1 ) whether the argument of the tax critics is technically valid, and if so 
under what conditions, and (2) whether the provisions of the present law serve 
the public interest to such an extent as to outweigh the revenue loss" to the Treas- 
ury and other similar considerations. 

It is probably true that most charitable gifts in the form of appreciated property 
are made by taxpayers in the upper brackets. It does not follow, howevar, that the 
law discriminates against the lower income taxpayers or that it is in any other way 
inequitable. Although charitable gifts do reduce the taxes paid by donors, there is 
no financial gain to the individual taxpayers as a result; radier, there is typically a 
reduction in the donors' wealth that is larger than their tax '"savings." This excess, 
as well as the tax savings proper, accrues to the benefit of charitable donees. In 
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short, the diversion of tax revenues from the Treasury goes not to the taxpayers but 
to philanthropy, and hence to the public good. 

The purpose of this provision the Code is simply to encourage voluntary 
giving in the public interest, and this particular tax incentive is responsible for a 
very large portion of gifts by individuals to higher education and other charitable 
recipients. Since tlie benefits of voluntary giving accrue to the charitable and educa- 
tional institutions rather than to the taxpayers who make the gifts, there can be no 
economic discrimination or inequity in favor of the wealthy in this arrangement.^ 

The assertion that it is possible to make money by giving it away depends upon 
a specific assumption about the taxpayers' alternatives. The tax critics take the posi- 
tion that weakhy persons typically must sell long-term capital gain property in 
order to raise the cash they need to pay the taxes due on their ordinary income. 
Using a hypothetical case in which such property has a zero basis, and in which the 
taxpayer 5 tax rates are at a maximum, it is then shown that by giving the property 
to charity the total Federal tax ''savings" can exceed the fair market value of the 
property itself by about 5J, 

While such cases may conceivably exist, the extreme technical requirements 
would make them very rare. Furthermore, it is highly questionable whether indi- 
vidual taxpayers must make a choice only between the sale or the gift of their 
property. High income taxpayers typically do not use appreciated assets to pay the 
taxes due on orc^'jnary income, so they are not forced to sell long-term capital gain 
property for this particular reason. The alternative and more relevant choice, then, 
is for them either to give the property away or to retain it. In the overwhelming 
majority of cases, it will cost the taxpayer more to make the gift and save something 
in taxes than not to make the gift and save nothing in taxes. That is, the individual 
will be worse off, in the sense that his net wealth will be less, after he makes a diari- 
table gift than he would be if he were to keep his property. This is true even beyond 
the reduction in net wealth, for by making a gift in the form of securities, real estate, 
or other income-producing property the taxpayer also gives up the future income 
that he would enjoy if he kept the property in his possession. 

The principal proposal for tax reform in this area is to reduce the junount of 
the charitable deduction by one-half of the unrealized appreciation on the property. 
The taxpayer would still have some incentive to make contributions in the form of 
I appreciated property, but instead of taking 100% of the fair market value of the 

property as a deduction, he would take the fair market value of the property less 
50* of the unrealized appreciation as his deduction. One of the provisions in the 
Tax Reform Act of 1909 made this change with respect to the deduction for gifts 
of appreciated property to private foundations.^ While the extension of this rule 
to giifts of appreciated property to public charities would remove the remote possi- 
bility that a taxpayer might "make money by giving it away"* (assuming that his 
only alternative is to sell the property), it would also greatly reduce the incentives 

« Sinoe voliintarttm it an altemative to reliaaoe on government, chariUble gifti nuiy be thauf^t of u a volun- 
tary tax which, like (be ptogresiive income tax itMlf. m ultf in a rediitribution of inoome from the rich to the poor. 
Mott cfaariUble giving directly or indirectly benefits the low and middle income segments of society more than 
the wealthy. Therafoie. by stimulating the %vealthy to give more, this provisfeiti in the tax law results in a benefi- 
cial discrimination in favor of the low-income taxpayers and those whose inoimes are so low thev pav no taxes 
ataU- 

T An exception is provided in the case of foundations making qualified dittributkms of such gifts within a 
specified time Unit. 
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for making such gifts. A reduction in the incentives for voluntary giving would re- 
duce the flow of individual contributions to educational and charitable recipients, 
and the loss of contributions income to the voluntary sector would exceed by an 
astronomical margin any conceivable gain that might accrue from the change as a 
matter of "equity," 

In terms of the public interest, the provisions of the present law have in fact 
resulted in a flow of charitable and educational gifts in the form of appreciated 
property that is substantial in amount and important in impact. The testimony on 
this particular point at the public hearings on tax reform in April, 1973, brought out 
repeatedly that, for the agencies and organizations in health, education, welfare, 
and other voluntary fields, these kinds of gifts are particularly vital as a component 
of total contributions income. 

In the case of higher education, it is estimated that gifts of appreciated prop- 
erty account for about one-fourth of total voluntary support from all sources. Ln 
1971-72, for example, roughly $500 million out of the estimated total of $2.02 billion 
of voluntary support from all sources consisted of gifts of property other dian cash. 
With respect to gifts and bequests from individuals, contributions in the form of 
property make up about 45% of the total, and more than 60% of the total for gifts 
of $5,000 or more/ Corporate gifts of appreciated property are much less important 
in the context of total corporate support of higher education, yet they involve tens 
of millions of dollars worth of assets of significant value to the recipient institutions. 

It is clear that the present tax treatment of gifts of appreciated property has re- 
sulted in a very considerable tax incentive for charitable giving on the part of those 
who have such property, and that gifts in this form constitute an important part 
of the total voluntary support of higher education. The proposed change in the 
tax law amounts to the imposition of a tax on the donor by reason of his 'having 
made the gift. If they wish, taxpayers can avoid this tax by simply not making gifts. 
It is probable, therefore, that the proposed legislation, if enacted, would very 
drastically reduce the flow of large gifts in the form of appreciated property. And 
since the proj^erty not contributed is merely retained by the taxpayer, the capital 
gains would continue to be unrealized.'V 

Under these circumstances, it is difficult to envision how the public interest 
would be served by the proposal with respect to gifts of appreciated property. There 
would be little or no increase in tax revenue to the government, yet there would 
almost certainly be a large decrease in the voluntary support of higher education 
and other public charities. In view of the increasing financial difficulties of colleges 
and universities, such a decrease in voluntary support could well make the differ- 
ence between survival and extinction for some institutions. It would clearly reduce 
the quality of education at most institutions, puhhc and private alike, or increase 
the burden of governmental support of higher education, or both> 

Charitable Bequests 

Under the present estate tax law, there is no ceiling on the amount of a charitable 

8 Julian II. Levi and Slioldon Elliot Stoinbach, Pattarns of Giving to Higher Education //, Washington, D.C, 
Amorican Council on .Education. 

8 Under the prwont law, siit)) gains may never hu Uixcl) as such. For cstatu tax purpDSCS, tlit.' "value at time of 
death" is normally used for all of a decedent's property; and the tax is based on the gross estate, so valued, less 
certain deduch'aiis. 
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bequest which may be deducted from the gross value of the estate for tax purposes. 
One may, therefore, bequeath his entire estate to charitable recipients, in which 
case the taxable estate would be zero and no estate tax liability would arise, Any 
part of the estate may be taken as a charitable deduction in arriving at the taxable 
estate, and the gift may be in the form of either a specific bequest or a residual 
bequest. 

In recent years there has been a significant upsurge in the total amount of char- 
itable bequests. In 1950, for example, they amouiited to $274 million; by 1960 they 
had risen to $951 million, and by 1972 they had reached an estimated level of more 
than $2,7 billion. The factors accounting for this ten-fold increase include (a) an 
increase in the number of estates of taxable size, (h) an increase in the total value 
of estates for which. tax returns have been filed, and (c) the fact that charitable 
bequests have been rising as a percentage of total estates. Much of this reflects the 
fact that increasing proportions of the population are reaching the senior age groups 
in a state of economic independence and affluence. In addition, there is the effect of 
inflation on the value of property vis-a-vis the constant exclusions and deductions 
in the estate tax law. 

This dramatic rise in the total amount of charitable bequests has served to call 
attention to instances in which wealthy persons bequeath very large fortunes to 
both private foundations and public charities. The question posed by the tax critics 
in this area is essentially one of political philosophy, with overtones not of equity 
but ethics. They feel that no one should have the right to leave as much as 100% of 
a large estate to a favorite chai'ity, tax free; fhat every estate in excess of some arbi- 
trary size should provide some income to thr public Treasury, regardless of how it 
is distributed. They propose, therefore, that *here should be a limitation on the con- 
tributions deduction for estate tax purposes, and that the limitation should be 50^ 
of the adjusted gross estate. The regular raies of tax would apply to the remaining 
taxable estate even if the entire balance were left to charitable beneficiaries. 

Since all estates are ultimately liquidated, it is clear that charitable and edu- 
cational beneficiaries would bear the full burden of such a change in the estate 
tax law, even though it is the decedents' estates that actually make the tax payments. 
The proposal therefore amounts to a recommendation for a tax on charity, since it 
would have no other effect than to divert some part of the flow of bequests from 
charitable agencies and organizations to the Treasury. 

The impact of such a change on the voluntary support of higher education and 
other philanthropies would be severe. As indicated above, total annual bequests 
to charitable beneficiaries are now about $2.7 billion and rising. This source of 
funds, therefore, accounts for roughly 14% of voluntary giving by individuals to 
the philanthropic sector of society, As for higher education, bequests account for 
between one-fourth and one-third of voluntary support by individuals, and the 
total in recent years has been in excess of $300 million annually V 

A very high fraction of the bequests received by colleges and universities is 
designated for endowment and other capital purposes. The proposed change in the 
estate tax law, therefore, would not have as large and immediate an impact on oper- 
ating budgets as would the proposed changes in the income tax law. However, such 
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a change would have a long-run impact in that it would slow the growth of endow- 
ment funds and thus slow the growth of endowment income which is an important 
part of the operating budget for many of the institutions of higher education. 

The total endowments of all colleges and universities amoimted to about $15 
billion in market value at the end of academic year 1971-72. The annual increase 
averaged about $500 million in the preceding five years. Bequests, therefore, consti- 
tute an important source of the growth of endowment funds. The income from 
endowment funds is an important part of the operating budgets of most private, and 
many public, colleges and universities. The growth of endowments, and the accom- 
panying increase of endowment income, is a factor that is essential to the ability of 
the institutions of higher education to meet the rising costs due to inflation and ex- 
panding enrollment. It would be tragic if the law were changed so that this source 
of endowment principal were significantly restricted; the percentage increase in the 
annual revenues of the Treasury would be insignificant, while the decrease in the 
annual flow of voluntary support to the institutions of higher education would be 
appreciable. 

The Minimum Taxable Income Proposal 

One source of the interest in tax reform is the widespread belief that there are many 
loopholes in the present tax law which enable persons with high incomes to escape 
their "fair share*^ of total taxes. There are, in fact, many provisions in the Internal 
Revenue Code which either give preferential treatment to income earned in certain 
ways or which allow special exclusions and deductions to certain groups of tax- 
payers. It is, indeed, possible for a person to enjoy a very high income and yet pay 
little or no income tax on that income. 

The provisions in the tax law which make this possible were enacted to achieve 
various purposes which Congress thought desirable at the time. For example, the 
percentage depletion allowance granted to the producers of mineral resources was 
adopted for the express purpose of giving encouragement to the seardi for and the 
development of these resources. In other cases, the provisions were thought neces- 
sary to correct inequities that had developed with the passage of time. And, as 
with long-term capital gains, the preferential tax treatment of some kinds of "in- 
come" arose from a genuine belief that it is not ordinary income and should not be 
taxed as such; other examples of unusual types of income would include the "bar- 
gain element of a stock option at the time of exerdse," and certain income earned 
outside the United States. 
^ ScHne taxpayers are able to utilize these and other provisions of the tax law so 
as to eliminate most or all of their taxable income and thus be liable for little or no 
tax. The Administration has offered a tax reform proposal designed to prevent this 
and to insure that most individuals would be forced to pay some minimum amount 
of inomie tax, regardless of the sources of that income and regardless of the exclu- 
sions and deductions that the taxpayer might legitimately claim. 

This "Minimum Taxable Income" proposal (MTI), as it is now structured, 
would have an important impact on voluntarism because it does not distinguish 
between duuitable contributions and other personal deductions. Instead, diaritable 
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contributions are lumped in with all other personal deductions, such as medical 
expenses, taxes, interest payments, and casualty losses, and the total of all such 
deductions would, in effect, he subject to a limitation of 50% of income.^'' 

The effect of this proposal, therefore, is to reduce the maximum allowable de- 
duction for charitable contributions below the present 50% of adjusted gross income. 
The amount of the reduction would vary from case to case, but for numerous tax- 
payers the allowable deduction for charitable gifts would become zero. In a great 
many instances, therefore, this proposal would penalize philanthropic giving. 

In these circumstances, donors would be discouraged from making any gifts 
beyond, a variable limit Contributions would be deductible only to the extent of 
the difference between 50% of income and the total of all other deductions. Conse- 
quently, many taxpayers will reduce their giving in order to avoid the implicit tax 
penalty. 

Although the concept of the MTI has many desirable features as an expression 
of policy, the absence of any special provision for the encouragement of charitable 
giving is contrary to the long-standing public attitude on this subject. Charitable 
contributions should not be treated the same as other personal deductions, because 
they result from voluntary and discretionary decisions on the part of the taxpayer 
which are not motivated by financial gain, but rather by the desire to help worthy 
causes which need such help. All other deductions either provide the taxpayer with 
some tax relief for involuntary costs (e.g. medical expenses and casualty )os';es) or 
provide him with a partial offset to some expenses for which he receives a benefit 
(e.g. local taxes and interest payments on borrowed money). 

Philanthropic giving is a form of voluntary tax;^^ it would be consistent with 
the purpose of the MTI to treat charitable contributions as payments for public 
piirposes in lieu of taxes. 

The current MTI proposal would reduce charitable giving in another way. 
It contains no provision for a carryover of any excess deductions. Large contribu- 
tions, which under the present law qualify for a five-year carryover for any amounts 
in excess of the permitted maximum, would be discouraged because any excess^ 
would be lost forever as a tax deduction. While large ^ifts are relatively few in 
number, they account for a disproportionate share of the voluntary support of higher 
education. In 1970-71, for example, gifts of $5,000 or more represented only 5% of 
the number of gift transactions, yet they accounted for 75% of all volimtary support 
received by the institutions of higher education. ^- 

According to Treasury ..estimates, only about 130,000 out of the 35 million tax- 
payers who itemize their deductions would be affected by the MTI proposal, and 
the total contributions of this group of taxpayers is estimated currently at $800 
million.. The loss in charitable contributions from the MTI rule would, according 
to the Treasury, be in the neighborhood of $300-500 million, depending on how 
these taxpayers react to the reduction in tJieir tax incentive, f 

'What the Treasury did not estimate is the impact that this loss in contributions 



Under the MTJ proposal, this is "expanded adusted gross income," defined as adjusted grnss income plus 
four items of preference income, less personal excmplinns and a "low incojne floor.** 

U Government entities are first on the list of eligible recipients in the definition of "charitable contributions." 
See Section 170(c)(1) of the I.R.C. of 1954, as amended. 

12 Levi and Steinbach, pp. 10-11, 
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would have on charitable beneficiaries. Were it all to fall on higher education, for 
example, it would represent a decrease of between 15% and 25% in the total of volun- 
tary support. It is hard to believe that this kind of a result could be considered to 
be in the public interest in any way. 

Other Proposals 

The preceding discussion dealt with the tax reform proposals that are of the most 
immediate significance to higher education, both because of their potential impact 
and because of the serious attention being given to them by the tax-writing com- 
mittees. Other suggestions have been advanced from time to time which also would 
have an important impact on the voluntary support of higher education. 

One of these is the proposal for a threshold or floor, typically 3% of adjusted 
gross income, below which no charitable contributions would be deductible. While 
this is said to represent an effort at tax simplification, it would penalize charitable 
giving by the majority of taxpayers. In 1970, for example, about 29 million taxpayers 
out of the 35 million who itemized their deductions were in the income groups in 
which the average charitable contribution amounted to less than 3% of income. The 
threshold proposal, therefore, would affect the multitude of small contributions 
that are so vital to the voluntary sector. While the small gift is less important than 
the large gift to higher education, the total of voluntary support received as small 
gifts constitutes a significant share of all support, and the removal of this particular 
tax incentive would seriously impinge on the effectiveness of college and university 
fund raising. 

Another proposal would impose a tax on the unrealized appreciation of long- 
term property at the time of death, without making any exception for property 
bequeathed to charitable institutions. Under this proposal, vii'tually every estate 
would be reduced in size by the amount of the tax, so that the amounts available 
for distribution tp all beneficiaries, including educational and charitable institu- 
tions, would also be reduced. Such a tax would clearly impose a burden on the 
taxpayer in planning for charitable bequests in the context of . his total estate and 
his preferred disposition. Since about two-thuxls of the value of estates bequeathed 
to colleges and universities is in the form of property, the indirect impact of such a 
tax on the voluntary support of higher education could be very significant. Here 
again, the proposal would effectively reduce voluntary giving without increasing 
substantially the tax revenue to the Treasury and without affecting in any way the 
fairness of the tax laws as they apply to different income groups. 

Finally, it has been proposed to eliminate the charitable contributions deduc- 
tion entirely and to substitute in its place a tax credit equal to some arbitrary per- 
centage of the total amount of the taxpayer's gifts. The taxpayer would not deduct 
his charitable contributions from his income prior to calculating his tax, rather he 
would calculate his tax without taking his contributions into account and then off- 
set some fraction of his contributions against the amount of the tax due." The recom- 
mended percentages for the tax credit have varied from 27% to 50%, and there are 
several vmiations on the basic proposal in temis of other personal expenditures that 
might be included. 

The proponents of the tax credit proposal assert that it would enhance tax 



21 



equity. It is argued that the present deduction arrangement is unfair because the 
Treasury ''subsidizes" the sniall contributor less per dollar of gift than the large 
contributor. This differential "subsidy" arises because the progressive tax rate 
structure necessarily results in a larger tax "saving" for a gift deduction by a high- 
income taxpayer than for one by a lov^-income taxpayer. The tax credit would be 
more fair, it is said, because this "subsidy" would be equal, per dollar of gift, for 
all taxpayers. 

The argument is faulty in many ways.^'"* Among other things, it reflects the view 
that while it is equitable to tax income according to a progressive rate structure, it 
is somehow inequitable to untax that income according to the same rate structure 
when it is voluntarily given by the taxpayer for a philanthropic purpose. 

Even if the argument were valid, however, the tax credit proposal is by no 
means a, desirable alternative to the present arrangement. In theory, it would be 
possible to substitute a tax credit for the charitable deduction and to set the per- 
centage at such a level that the increased contributions of the lower income tax- 
payers would precisely offset the decreased contributions of the high income tax- 
payers. While the result would be no change in the total amount of philanthropic 
giving, there would be a very marked change in the distribution of this total among 
all the recipient agencies and institutions. 

As a practical matter, however, there is no way to determine in advance what 
tlie appropriate percentage should be in order to maintain the existing flow of indi- 
vidual contributions. It would inevitably involve trial and error. And since the 
change in the pattern of philanthropic support" is also unpredictable, there is a 
major risk that the effect of the change would be contrary to the national interest. 

Moreover, fund-raising activities would become more complex and less effi- 
cient. There would be a decline in the number and importance of large gifts and an 
increase in the number of small gifts. Charitable solicitation, therefore, would face 
an increase in the fund-raising cost per dollar of contributions received, thus widen- 
ing the gap between what the donors give and the donees receive. Such a develop- 
ment would clearly be undesirable. 



A complete discussion of the equity question wouJd be much too lengthy for this paper. A technical memo- 
randum on the subject will be made available by the Council for Financial Aid to Education and provided to the 
mterested reader upon request. 
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III. The Importance of Voluntarism 
to Higher Education 



Almost all of the proposals for changing the tax laws with respect to the charitable 
contributions deduction would, if adopted, have the effect of discouraging the vol- 
untiiry support of higher education. This is especially true for those proposals which 
are being given any serious consideration* In view of the other financial problems 
of academia, any diminution of voluntary support could hardly come at a more in- 
opportune time« What higher education needs now is more support, not less. 

In the past 25 years, higher education has undergone a marked transformation 
as a social institution and its influence has become deeper and more widely diffused 
tlian ever before. It no longer provides education primarily for the small segment 
of society able to afford the costs involved, rather it provides educational oppor- 
tunities of an extraordinarily diverse character to a substantial proportion of the 
population. It is no longer concerned principally with the traditional programs cen- 
tered on the liberal arts and the professions, rather' it is concerned with the totality 
of educational needs for a technological society characterized by social and eco- 
nomic mobility. It is no longer a collection of 'Ivory towers" isolated from the main- 
stream of American life, rather it is a far-flung enterprise intimately concerned with 
and involved in human welfare and the social issues of the day. It is no longer sim- 
ply a community of scholars dedicated to teaching and to expanding the frontiers 
of knowledge, rather it is an aggregation of centers of learning and scholarship, 
deeply involved with the nature of man and his relation to his environment. In short, 
it has become a highly-organized instrument for the achievement of ma7iy national 
goals. In this context, voluntarism-has come to have a profound effect on the destiny 
of both the individual and society. 

Thelmportance of Voluntary Support 

The voluntary support of colleges and universities has become much more impor- 
tant than its numerical magnitude would indicate. Private gifts and grants to higher 
education, which were less than $200 million in the mid-1940*s, reached a level in 
excess of $2 billion in 1971-72. This latter figure represents only 6.8% of the total 
expenditures (operating and capital) of all colleges and universities combined, yet 
the function of voluntary support is so unique that it exerts a disproportionate in- 
fluence on the capacity of higher education to serve society. 

For the private colleges and universities, which account for more than 75% of 
the number of institutions, such support is clearly vital to solvency and survival. 
These schools traditionally rely on private support to meet a substantial share of 
their operating budgets and virtually all of their capital requirements, It is thus a 
source of income basic to the ability of private institutions to be free and indepen- 
dent of political authority, and to provide diversity to the system of higher 
education. \ 

For the public colleges and universities, voluntary support has been essential 
to their ability to offer education of high quality. Gifts and grants from private 
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sources oftei) provide tlie "\ ital margin for (wccllence.*' Since appropriations from 
state and local government budgets are necessarilv determined in the context of 
total tax revenue and the entire complex of competing demands for such funds, 
the allocations to the institutions of higher education tend to he limited to the most 
essential functions. There is seldoin anv extra money for the marginal activities and 
programs that make the difference between mediocrity and superiority in educa- 
tion.^' Pri\ atc gilts and grants thus provide the public colleg(\s and universities with 
additional let way for experimcntat^oji, for going lieyond the minimum cduc^ational 
effort, and for providing ihc additional services whch arc being increasingly de- 
manded of all higher education, ])ul)h'c and private alike. 

In larger terms, voluntary support provides the underpinnings for a diversity 
in higher education that is vital to the independcnee of all colleges and universities 
in carrying oat their high purposes. Such independence is indispensable to the pres- 
ervation and extension of educational quality. 

The excel Icnee of higher education in the United States is in large measure 
due to its exceptional diversity. There are now more than 2,600 colleges and univtT- 
sities, some public, some private. Tbev differ enormously in si/e and structure, and 
they oHer a broatl range of programs oriented toward an extensive array of educa- 
tional objectives. Some are national institutions, independent in outlook from the 
part of the country in which they are located; others are local in orientation, closely 
identified with the people and p/oblems of their particular communities. Their 
constituencies are as \ ari^Hl as the institutions themselves, some serving primarily 
tlie menihers of a religious denomination, others serving special minority groups, 
and still oihcrs are aimed at .serving die needs of a cross-section of the population. 
Some are liiglily speciali/ed organi/cd to serve the particular needs of agriculture, 
the arts, science and tecimology, religion, medicine, the law, and even education 
itself. Others are mure generali/ecK with curricula which span a variety of disciplines. 

This di\ ersity among the institutions of higher education is a rellection of rhe 
plurahstic society of which they are a part. It has arisen because of the phira!ism 
which has been so important in the evolution of all American institutions, political 
and economic as well as social Higher education as it exists today was unplanned. 
It developed at first through the individual initiative of countless educators and 
j)hilanthropists who perceived a need for particular kinds of colleges and universi- 
ties in particular places at particular times, and who gave of themselves and their 
resources that the institutions might be formed, maintained, and expanded. In the 
past hundred years, public authorities at all levels of government have also come 
to perceive and value the benefits which accrue to the nation and to all its subdi- 
visions from the broadest possible base of educated citizenry. In this way the great 
state universities, land-grant colleges, community colleges, and other public insti- 
tutions have been added to the higher educational establishment to serve the needs 
of the growing society. Many of these institutions bear the stamp of voluntarism in 

H "Legislators dt) not look with f a\ or on iho I'xtr.is that will make the diffcicnci" iM tw n-ii adi'(|uacy and i-x- 
i-tlU«ncf- If pnhlic institntitnis are to stri\f for except itiiial pi-rfomiance, they are h,rci(l to look to private funds 
to lift thi'ui alK)v<' the connnonplace or the mediocre, Th(>si» i>ul)lic institutions that ha\i' achieved j;reiitiu'ss have 
dime st» N\ ith the help and enconrauenient of ])ri\ ati* resoiirci-s and pri\ ate h'jdership," 

llowanl H. Ihmen, I'resident, I iiixersuy of l(»wa, speaking to hnsiuessnu n in Dallas, Texas, at a CKAK lunch- 
ion meeting. March 7. 1969. (Dr. liowen is now Chancellor, Clarenumt University Center, aii'l i Director of 
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addition to tlieir sponsorship by state and local gtn ernments. Private financial su]^- 
l^ort lias hecn an important source of income for many of tliese institutions, and in 
numerous instances the buildings, grounds, and other physical facilities were do- 
nated by interested and concerned individuals. 

The volinitary contribution of monev, time, and energy was responsible for 
the founding of higher education i]i the Uiu"ted States, and voluntarism in all its 
dimensions has been a key element in its de\'elopment for more than 300 years. 

Tlie Early History of Voluntary Support 

During the Colonial period pri\'ate gift.s were the domiuiuit .source of funds for 
higher education. Among the nine colleges founded before the Revolutionary War, 
only one recei\'ed any substantial assistance from go\ (M*nmental sources; the other 
eigb.< were established and maintained almost entirely by philaiuln'opists. The sur- 
vival and growth of these institutions during the seventeenth and eighteenth cen- 
turies was possible only because of a continuous flow of gifts and beciuests for 
operating funds and physical facilities. 

During the period fr oni 1780 to 1860. ii is estimated that as nianv as a thousand 
colleges were organized. Most of tl^ so institutons were founded by clergvmen and 
supported by local congregations, and tlicir continuance depended dii'cctly on their 
success in raising nioiicy. Despite the efforts of many dedicated individuals and 
the frequency v;itii which appeals for su]:)port were directed to the urban centers 
in tlie noriliern and eastern areas, only a small number of these colleges survived as 
j^^^inanent institutions. While it was voluntary giving at the local level that made 
this boom in new colleges possible, it was philanthropy in its wider dimension that 
determined which institutions should be maintained and encouraged to grow. 

In the years following the Civil War the flow of voluntary support overshad- 
ovved all earlier gifts to higher education. Individual benefactors made single gifts 
measured in millions of dollars, whereas contriloutions previously had been reckoned 
in thousands. Many of the older colleges, including those founded in the Colonial 
period, were transformed into major universities as a result of large gifts from phil- 
anthropically-niinded citizens. In perhaps two dozen instances, multi-million dollar 
gift.s were responsible for t})e establishment of new uni\'ersities as goijig conceras; 
these institutions flourished and grew as a result both of large endowments provided 
by their founders and of continuing support which Wiis attracted to these new cen- 
ters of learning. This period also saw the creation and development of many of the 
state universities azid land-grant colleges, most of which received financial support 
from private citizens as well as from the Congress and the state legislatures. 

The Period After 1910 

In 1889-90, the U.S. Office of Education began to compile some information pertain- 
ing to the income and property of colleges and universities. For 1909-10 and later 
years, the published data included basic figures on the annual level of private gifts 
and grants, and with the passage of time this information became more detailed and 
more comprehensive. Summary data from this source, covering the neriod from 
1909-10 to 1965-66, are .shown in Table I. 

These figures reveal an extraordinary growth in the overall total of private gifts 
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and grants received by co3 leges and uni\'er.sitie.s. From $23.2 million in 1909-10, the 
total of voluntan^ support of higher education rose to more than SI. 4 billion in 
1965-66. This increase represents a growth rate of 7.7^? per year, on the a\'erage. 

It is very probable that this rate of growth exceeded that of the period before 
1909-10 and that the acceleration in the growth of voluntary support is related to 
the tax If ws and their treatment of private philanthropy. 

As indicated in Tal)Ie I, the rise of voKnitary support after 1909-10 was by no 
mearis uniform. Between 1909-10 ar.d 1929-30, the average growth /ate was 9.4"? a 
year. This was followed by the decade of the Great Depression when pri\'ate gifts 
and grants fell by a third. After 1939-40, however, voluntary support resumed its 
upward course, and for th;'^ 26-year period ending 1965-66 the growth rate averaged 
lL2%a year. For the entire period, the growth of voluntary support exceeded that of 
the national economy and that of higher education itself. 

' The rapid growth of educational philanthropy after 1909-10 coincided with 
the enactment of the income tax and the adoption of the contributions deduction. 
The jump in the growth rate following 1939-40 occurred immediately after the up- 
ward shift in income tax rates at the onset of World War II. There can be little doubt 
that these relatively high rates of growth were due in no small part to the effect of 
tax incentives. In 1964 and 1965 there was a reduction in tax rates, and since then 
the growth of voluntary supporc of higher education has slowed appreciably. 

Voluntary Support Since 1965-66 

The only consistent information on overall educational philanthropy since 1965-66 
is that compiled in the annual SurvcfiofVoluntanj Supfwrt of Education^' Although 
these Surveys are less comprehensive than those conducted by the U.S. Office of 
Education, the participating institutions have consistently accounted for about 85^- 
of the private gifts and grants recei\'ed by the entire higher educational community. 
Estimated totals for all colleges and universities are shown in Table 11. 

It is clear that the growth of voluntary support has been slower in the period 
since 1965-66 than it was in previous years. For the six years ending 1971-72, the 
estimated totals show an a\'erage annual increase of only 5.8*? as compiU"ed to the 
growth rate of 11.2^- during the period from 1939-40 to 196o-66. With the exception 
of 1968-69, the percentage increases in every year since 1965-66 have been smaller 
than the a\-erage growth rate in the prior period. 

This decrease in the rate of growth of voluntary support is one of the causes of 
the financial crisis that has overwhelmed higher education in recent years. Between 
1965-66 and 1971-72, college and university expenditures increased at an average 
rale of 12^ per year, which is shghtly greater than the rate of increase between 1949- 
50 and 1965-66, Tlie factors responsible for the earlier growth of institutional expen- 
ditures — increasing enrollment and rising costs per student - continued with full 
force throughout most of this recent period, and in addition the rate of inflation 
accelerated. Althcugh the growth of expenditures has begun to moderate with the 
slowing in the rise of enrollment, it remains high by historical standards. 




For 1966-67 and later years, the U.S.O.E. figures are either inconsistent with earlier definitions or narrower 
in coverage. Suice 1967-68. for example, only fragmentary data on capital funds have been compiled, 
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Table II 



Estimated Total Voluntary Support Received by Colleges and Universities 

( mtUions of dollars) 

1965-66 1966-67 1967-68 1968-69 1969-70 1970-71 1971-72 



Support Received for 



Current Operations 


675 


710 


800 


670 


960 


1,050 


1,110 


Support Received for 
















Capital Purposes* 


765 


770 


800 


9^0 


820 


810 


910 


Total Support Received 


1,440 


1.480 


1,600 


1,800 


1,780 


1,860 


2.020 



* Includet gifts for endowment, whether earmarked or placed (here at institutions' discretion. 
Source: Council for Finandal Aid to Education, VolunUiry Support of Education ( various dates ). 



The decline in the growth rate of voluntary support in the last six years, there- 
fore, has resulted in a significant decrease in the relative importance of educational 
philanthropy as a percentage of total institutional expenditures, from 9J5% in 1965* 
66 to 6M in 1971-72. The difference between these two figures impUes a "loss" of 
approximately $800 million of gift income in 1971*72 as compared to what volun- 
tary support would have been ha4 it continued to grow at its earlier rate of increase. 
This sum is equal to more than $300,000 per institution* a figure that could easily 
have spelled the difference between a serious deficit and a balanced budget for 
many small and medium*sized colleges. 

In view of the impact of inflation and growing enrolbnent, this estimated loss" 
in voluntary support has an even greater significance. The data shown on Table III 
indicate clearly the character of this development. Prior to 1949*50, the growth of 



Table m 

Voluntary Support of Higher Education in Relation to Inflation and Enrollment 





Voluntary 
Support 

(miuiom of 
current 
dollars) 


Consumer 
Price Index 
(1947-49 
= J00>' 


Voluntary 
Support 

(miUions of 
1947-49 
doUars) 


Total 
EnroUnient 
(thousands)^ 


Voluntary 
Support per 
Student 
(1947 -4Q 
doUars) 


1909-10 


23 


38.4 


60 


355 


169 


1949-50 


240 


102.3 


235 


2,659 


88 


1965-66 


1,440 


136,8 


1.053 


5,526 


191 


1971-72 


2»020 


175,9 


1*148 


6.116 


141 


Average annual 












percentage change 












1909- 10 to 1949-50 


6.0 


2.5 


3.5 


5.2 


-1.6 


1949*50 to 1965^ 


1L9 


1.8 


9.8 


4,7 


5.0 


1965-66 to 1971-72 


5.8 


4.3 


1.5 


6.6 


-4.9 


Sources: 













• U.S. Bureau oi the Census, HittorUal Statittie* of the UnML States, Colonial Time^ to a&57, Washuigton. 
O.C.. 1960, Series E113, E15S, £159, pp. 125-127; Economic Report of ths PreMiihnt, Washincton, D.C., 1973. 
Table C-44, p. 244; data converted to 1947-49 base by Division oi Research, CFA£. 

* VS. Department of Health, Education, and Welfare. Office of Education: Digett of Educational StatiMtic* 
(1971 Edition), Table 103, p. 77j Profectiont of Educational StatitticM (1972 Edition). Table 6; resident and 
extension degree-credit enrollment for 1965-66 and 1971-72. extension students excluded for prior years. Non- 
degree-credit enroUment, wUdi was about 800,000 in 1971-72, is not included. 
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educational philanthropy had not kept pace with the combination of rising prioes 
and growing enrollment, widi the result diat support per student, in constant prices, 
decreased by about SOS in the forty years alter 1909-10. Between 1949-50 and 1965-06 
the situation was reversed, and r^ support per student made up all the lost ground 
and more. Concurrent with the slowing in the growth of voluntary support between 
1965-06 and 1971-72, however, there was an acceleration in the rate ot inflation and 
an acceleration in the growth of enrollment. As a result, voluntary support per stu- 
dent, adjusted for inflation, decreased nearly 5% per year, on the average, and in 
1971-72 raached a level below that of 1909-10. 

This development indicates clearly that there is an urgent need for a further 
encouragement of educational philanthropy, not the kind of discouragement that 
would result from some of the proposals for the tax reform. 

As a result of the decrease in the growth of voluntary support and other sources 
of income, and the continued upward pressure on costs, many institutions of higher 
education have encountered budgetary defidts. The academic community as a whole 
has entered a period of severe financial stress. The character and extent of this 
financial crisis has been well-documented elsewhere, and need not be repeated 
here in detail It should be pointed out, however, that educational expenditures 
grew at an unprecedented rate throughout the fifties and the sixties, and that this 
growth was made possible by a favorable combination of political and economic 
factors and public attitudes. At the same time, the upward push on the costs of 
higher education reflected factors that were largely b^ond the control c>f the col- 
leges and umversities. 

All this is now changed. Virtually all the sources of college and xmiversity in- 
come have encountered resistance to further growth, and some of the factors vsdiidi 
have tended to increase the costs of education have now begun to moderate. Colleges 
and universities themselves have taken many of the necessary steps to improve their 
management procedures and to economize on their use of the available resources. 
Mudi has been done in this area and much yet remains to be done, but there is some 
diance that the institutions of higho: education will be able to maintain a viable 
degree of financial stability in the years ahead. 

Their success in this area, however, will depend directly on the ccmtinuation of 
a favorable climate for voluntary support. In this regard, perhaps the most critical 
single factor of all is the diaracter of public policy with respect to the tax incentives 
for philanthropy. 



» R. H. Atw«U and C. W. Atw«ll Ad^i»fiiMii<4 of Me tfo/or Na<<^ Vnio€nliiu to Rud^ttmry Dittrun, (im). 

G. HudgiB«. •» «I. Peofto Cotteftt In TrottMf (A Fiaandal Piotte of Om NAtkm*t SUto UnivmitiM and Land- 
Grmnt Colleges ) . ( 1070 ). 

W. W. lellema. The M and tht BHaOc < SpecCal PreUnliuuy Repoft oa the FioMMial Statuf o£ Private InttiMioiii 
ol Hi|^ Learning). ( 1071 and lUeUer and tfifefc Redder, ( 1071 ). 

Earl F. Cheit. Th» Ngw DepntHom In ir%lber Edmeatim (A Sl«dy of Fineneiaf Condmima el 41 CoUtgin end 
Umiv€niHgtK Cam«gie CommiuicMi on Hi^ier Educatioa. (1071). and Tk» Neio De p te w ton In Higher fidnoe- 
Hen- 7iM Yean Lafr, (1073). In hit latter book. Proiewor CM ttalet "that (finandat) itabiUly it fmgfle. 
for it it tiie product of unuttial cuts In expenditure growth and It bated In part on favorable atsumptlont about 
estemal ooodldoot - InBatlon. enrollmentt. private tupport, and public policy at the stale and federal levelt. 
Clearly, then, a would not take much to destroy (he stability and foroe the InttittttSent en a downward oouret 
agaln.^' 



IV. The Future of Voluntarism 
in Higher Education 



^ Tliere do exist some provisions of the Internal Revenue Code that are in need of 
revision. However, those related to the charitable contributions deduction have 
already been purged of abuse. Philanthropy needs more, not less, encouragement, 
The charitable deduction has been a continuing fixture of the tax law for over 55 
yeai*s; it has withstood the test of changing conditions, through prosperity and 
depression, through peace and war, and through very substantial changes in the 
relationship bet\veen the individual and society. It has served effectively as an 
instrument of public policy in channelling voluntary initiative and voluntary funds 
into a host of socially-desirable philanthropic activities, thus helping to preserve 
some of the fundamental tenets of American character and political philosophy. 

It is a fact, however, that at a time when philanthropic needs are growing the 
charitable contributions deduction and several related provisions of the tax law 
have come under attack. All of the tax reform proposals which deal with charitable 
contributions, although designed to achieve other goals, would have the effect of 
reducing the incentives for philanthropic giving. If enacted into law, such proposals 
would be certain to result in a decrease of the voluntary support of higher education 
and other charitable activities. The cost to society of this result is likely to be much 
greater than any benefits that might be achieved in other directions. 

Potential Consequences of Tax Reform 

Americans have long had impulses toward generosity that are independent of any 
tax considerations; philanthropy was a thriving institution before the income and 
estate taxes came into being. However, the encouragement to voluntary action in 
die public good which arose from the adoption of the present tax structure has 
resulted in an upward shift in the levels of giving, and the effects of this change are 
now built into the economic structure of higher education and other voluntary 
sectors. The predictable downward shift, in giving habits that would result from 
reduced tax incentives for philanthropy will inevitably do violence to the fragile 
solvency of all charitable institutions. Tlie probable magnitude of this effect, under 
present conditions, is likely to destroy much of the cherished pluralism in Ameri- 
can life. 

Higher education, in particular, will suffer many undesirable changes. At a 
minimum, there will be a retrenchment of educational programs and other services 
at many colleges and universities. Among other things, this will involve significant 
reductions in educational opportunity for substantial numbers of young people who 
have only recently begun to have any real hope of obtaining a college education. 
^'It will also involve some decrease in the quality of education available to those 
who can continue to attend college. In the extreme, the loss of voluntary support 
could lead to widespread insolvency among the private institutions of higher educa- 
tion, with all the resultant dislocations of students, faculties, and institutional re- 
sources. The losses to society implicit in such developments are incalculable. 
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Substitution of Government Support Unlikely and Undesirable 
It is of ten argued that any reduction in institutional income as a result of decreased 
private giving could be replaced by additional governmental appropriations, either 
through existing programs or through entirely new legislation. Such a development 
is possible, but it would require significant changes in public policy that are un- 
likely in the context of national priorities and undesirable in the climate of opinion 
that continues to favor a pluralistic society. Moreover, since many of the private 
institutions of higher education are church- con trolled, the constitutional principle 
of separation of church and state, as embodied in the First Amendment, would bar 
any general appropriations to these colleges and universities from governmental 
sources. 

Even if there should be a willingness to substitute Treasury funds for private 
funds in the financial structure of higher education, there is an important allocation 
question. The distribution of funds to the institutions of higher education by public 
authority is typically on a formula basis, and such formulae are inevitably arbitrary 
and rigid. By contrast, the allocation of voluntary support is determined by the de- 
cisions of many individual and corporate donors who determine their own alloca- 
tions on the basis of perceived needs and opportunities. 

The recipients and the purposes of private gifts and grants are thus determined 
by millions of private decisions, each of which reflects the preferences of the indi- 
vidual giver as to the uses to which his money should be put. Such preferences, 
molded in the light of individual knowledge of particular educational institutions 
and educational priorities, constitute a rich composite of the value standards of an 
important segment of the population. The sum of many private decisions with re- 
spect to the distribution of resources to higher education is inherently preferable, 
in a free society, to the rigid allocations dictated by any formulae, just as in a free 
ecopomy the sum of the market decisions of producers and consumers is preferable 
to the arbitrary dictates of any centralized authority. 

Aside from these considerations, the substitution of additional government 
support for any pai*t of the existing private support is undesirable by reason of the 
potentially adverse impact on the character and quality of higher education. Any 
increase above the present 50% share of total governmental funding in the income 
structure of the institutions of higher education^' implies that public authority 
would become dominant in the direction, of educational effort. The concentration 
of the financial support of higher education in government hands necessarily leads 
to the concentration of influence and control in educational matters, and such au- 
thority would all too easily be dictated by political and other non-educational con- 
siderations* . 

Any rise in the importance of governmental funds would weaken the values 
which are today inherent in the diversity of college and university funding. In due 
course, there would be a decline in the freedom and independence of educational 
institutions to determine their own policies and programs. The communities of 

1* The income structure of all institutions of higher education combined has been relatively stable in recent 
yenrs. General appropriations, support for research and other programs, and student-aid funds provided by Fed- 
eral* state, and local governments constitute roughly 50% of the total. Income earned by colleges and universities 
for themselves from tuition, fees» room and board payments, and the revenues of academic departments and enter- 
prises account for about 40%. Private gifts and grants and the income from endowment investments make up the 
remaining 10%« 
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interests that now direct the activities of colleges and universities would necessarily 
become subservient to the monolithic interests of governmental bureaucracy. Uni- 
formity would replace diversity in educational programs and institutional services, 
rigidity would replace flexibility in educational policy, and the latitude for innova- 
tion and experimentation in educational matters would be severely constricted. 
Colleges and universities would become less responsive to the interests of their 
students, their supporters, and their communities. 

Ultimately there would be an erosion of the capacity of higher education to 
maintain and extend its contributions to American society. Economic and social 
progress would be jeopardized, and the vital dynamics of American political life 
w^ould be seriously impaired. Much of the strength of the United States as a leader 
in world affairs might well suffer as a direct consequence of this eventuality. 

The achievements of higher education in contributing to the welffire of Ameri- 
can society have been made possible in large part by the voluntary initiative of 
countless individuals who have given their time, their talent, and their money to 
support the colleges of their choice. It is imperative that voluntary support should 
continue to be encouraged by public policy, and that the provisions of the Internal 
Revenue Code which provide tax incentives for such support should be maintained 
and strengthened 
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The B. F. Goodrich Company 

John F. Watllngton, Jr.. President 
Wachovia Bank & Trust Company. N.A. 

Eugene F. Williams, Jr., President 
St. Louis Union Trust Company 

Vincent C. Ziegler, Chairman 
The Gillette Company 

George Q. Zipf. Chairman and President 
The Babcock & Wilcox Company 



CFAE STAFF OFRCERS 
Raymond C. Johnson, President 
Mrs. Z. Kriz Bent, Vice President 
William L Boyle, Jr., Vice President 
J. Moreau Brown, Vice President 
Arthur C. Kammerman, Vice President 
Dubois S. Montis. Jr., Vice President 
Hayden W. Smith. Vice President 
Mrs. Anne Blison. Secretary 
Bertha Donner, Assistant Treasurer 

WEST COAST CONSULTANT 

William W.Gordon 

P.O. Box 2183 

U Jolla, California 92037 
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